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Abstract

Access to finance is a key component of poverty reduc-
tion, as it enables individuals to make economic decisions
that can improve their welfare. The equality of access
among different groups in society is also crucial for cor-
rectly allocating the positive benefits of improved financial
services. In Turkey, bank account, debit card, and credit
card ownership, which can serve as the main indicators
of access to finance, are at a remarkably high level. How-
ever, adjusting the coverage rate of these indicators by
controlling for age, education, gender, an income reveals

that gender is the main source of inequality in Turkey at
the individual level. Despite the progress made in address-
ing the gender disparity in access to finance between 2011
and 2014, females in Turkey continue to be financially
less included. Moreover, Turkey’s low level of savings and
high rate of informal borrowing compared with its peers
diminish individuals’ resilience to future shocks. Promis-
ingly, Turkey has been able to improve its rate of savings
significantly over the past few years, although it contin-
ues to be among the countries that save at a lower level.
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1. INTRODUCTION

Access to finance is an important tool against poverty, since it allows for the smoothing of consumption,
savings, management of money, and loans for purchases. Universal access to finance is also a development
goal by 2020. With about 2.5 billion unbanked adults in the world, the World Bank put forward a vision of
universal financial inclusion that can be achieved through affordable services and innovation.

In the case of Turkey, this note focuses on four financial indicators: Bank Account Use, Savings, Debit and
Credit Card Use, and Borrowing. As an upper-middle income country, Turkey has a very low level of
savings but high levels of borrowing and credit use.

However, it is not only important to understand the coverage of financial indicators in the population, but
also the distribution of these characteristics across sub-populations. Is one group of the population just as
likely to have a bank account as another? Which groups are the least likely to be financially included? In
that sense, achieving rigorous financial inclusion can only be possible with an equitable allocation of
financial resources and tools across different economic, social and demographic groups in the country.

There is a large existing literature on the role of access to finance in growth generation and inequality
reduction. Beck, Demirguc-Kunt, and Levine (2007) find that 60 percent of the income growth of the
poorest quintile is due to financial development’s impact on the economy. Claessens and Perotti (2007)
explain how financial development can be related to inequality, theorizing that in unequal societies, unequal
financial access is a result of skewed political influence and regulatory capture. Johnston and Murdoch
(2008) build on the notion of unequal financial access as they empirically demonstrate that only 10 percent
of the poor take loans even though around 40 percent of them are creditworthy. They argue that this
misallocation is caused because the sizes of loans requested by the poor are not large enough to be profitable
for the lenders suggesting that the costs associated with this process must be reduced in order to improve
financial access. McKenzie and Woodruff (2008) offer a method to efficiently improve access to finance
as they show that an increase in access to finance has the highest returns for the financially “super-
constrained” micro-sized firms, those that have never taken formal loans or supplier credit.

This paper will analyze the relationship between financial inclusion and poverty reduction in Turkey while
examining the distribution of financial coverage across different groups in the society. A brief overview of
Turkey’s poverty reduction and economic mobility performance will be followed by an analysis of access
to finance across different segments of the population. The paper will conclude with suggestions on how to
best address challenges concerning availability of financial resources in Turkey in order to enhance shared
prosperity and reduction of poverty.



2. POVERTY TRENDS

Between 2002 and 2011, Turkey had positive performance in poverty reduction and economic mobility.
The strong performance in poverty reduction led to a shrinking of the number of poor from 43 to 22 percent
(Figure 1). The reduction in the level of poverty was coupled with a significant expansion of the middle
class during the same period. The size of the middle-class doubled from 20 to 40 percent in 9 years. One
exception was in the aftermath of the 2007 financial crisis when poverty levels experienced a marginal
increase. By 2009, Turkey was able to once again establish a positive trend in poverty reduction.

Figure 1. Economic Mobility in Turkey during 2002-2011
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Source: Azevedo and Atamanov (2014)

The main driver of poverty reduction has been the labor markets, as both the share of employees and wage
levels increased significantly. Overall income poverty declined by 33.7 percent between 2002 and 2011
(Figure 2). The labor market was responsible for 18.7 percentage points of this reduction with the improved
quality of jobs (11.6 percentage points) and the added worker effect (7.1 percentage points). Social
protection was also crucial in this process as pensions (7.1 percentage points) and social assistance (3.3
percentage points) facilitated the reduction of poverty. In additional to its direct effect, social protection
also reduced the depth and severity of poverty.

Figure 2. Components of Poverty Reduction in Turkey during 2002-2011
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In addition to moving people out of poverty, Turkey was successful in preventing downward economic
mobility. From 2002 to 2011, 41 percent of the poor moved to the vulnerable group while 40 percent of the
vulnerable group moved into the middle class (Figure 3). On the other hand, only 2 percent of the middle
class fell into the vulnerable group and 1 percent of the vulnerable group descended to poverty. Turkey was
able to establish a stable environment for the middle class and the vulnerable while providing upward
mobility for the poor.

Figure 3. Protection of the Vulnerable Group, 2002-2011

Origin Percentage moving to 2011

(In 2002) Poor Vulnerable Middle Class
Poor 43 58 41 0 100
Vulnerable 37 1 58 40 100
Middle class 20 0 2 98 100
Total 100 22 38 40 100

Source: Azevedo and Atamanov (2014)

Notes: transition matrix is based on synthetic panel for 2002-2011. Welfare aggregate is consumption (+health, +durables) per capita and
poverty line is 5 and 10 USD PPP 2005. Rsq for consumption model is 0.36. Explanatory variables include year of birth cohort, number of
children, education of the head of household, rural/urban dummy and different interactions between these variables. Sample: head of households
25-55 years of age. Values based on lower bound estimates.

3. METHODOLOGY

Four financial indicators are examined: Bank Account Usage, Savings, Debit and Credit Card Usage, and
Borrowing. While savings rates are low in Turkey, the use of bank accounts, credit, borrowing, and informal
lending is high. In terms of the trends in financial inclusion, savings patterns increased while use of credit
and debit cards diminished between 2011 and 2014.

An Equity Adjusted Coverage Rate? (EACR) in these four indicators is calculated for Turkey and
compared to other countries across the world. The EACR index is a measure of the coverage of financial
services adjusted for equity in the use of these services across “circumstances’. The characteristics or
circumstances that are accounted for are gender, age, education, income quintile, and urban/rural.
Differences in individual and household level data also yield interesting results, since characteristics at the
individual-level are more descriptive of the population rather than characteristics of the head of household.

Using the EACR index, three types of analyses are presented:

1. The dissimilarity index in financial indicators is decomposed into composition, equalization, and
scale effects. The dissimilarity-index is a measure of dissimilar coverage rates across groups
(gender, age, education, and income). At the individual level, gender accounts for large
dissimilarity differences in Bank Account use as well as Debit and Credit Card usage. However,
gender effects disappear when using household level data since characteristics are the head of
household.

2. Turkey’s EACR index and its components are compared to nearest neighbor countries in terms of
coverage rates. For example, in Bank Account Ownership, Turkey’s coverage rate is most similar
to Brazil, Bosnia and Herzegovina, Italy, and the United Arab Emirates out of 145 countries.

2 See the appendix for an explanation of the methods used in this paper: the Equity Adjusted Coverage rate (EACR)
calculation, calculation of components in differences in the EAC, and Shapley decomposition.
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3. The third computation conducted is attributing the differences in EACR between Turkey and
nearest neighbor countries to composition, scale, and equalization. For example, bank account
usage between Turkey and Italy may differ either because of the characteristics of individuals who
hold bank accounts (composition), inequity between groups (equalization), or general coverage
(scale).

The paper presents only a selection of graphics and readers are encouraged to use the interactive Financial
Inclusion Benchmarking Dashboard.® The dashboard allows the user to explore more financial indicators
that have been compiled using other data sets. The interactive feature allows the user to customize
comparisons of Turkey’s financial inclusion EACR measures with a larger set of countries.

llustration of Equity Adjusted Coverage Rate — Bank Accounts

The figure below illustrates the calculation and intuition for the Equity Adjusted Coverage Rate (EACR)
for Bank Accounts in Turkey. The average Bank Account coverage rate is 57.6 percent (the red line).
However, coverage rates vary by groups. In this case, there are 51 unique groups based on age, gender,
education, and income. The coverage rates for these groups range from 0 to 100 percent and are illustrated
by the area in blue.
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Source: FINDEX 2011

The Equity Adjusted Coverage Rate is equal to the average coverage rate (C) minus a penalty for the inequity in
distribution. This inequity is equal to the area (P), where certain groups have coverage rates that are much higher
than the average and hence illustrates an inequity in the distribution of Bank Account Usage.
A dissimilarity index (D) can also be computed to quantify this inequity:

P
The Formula for the EACR =

EACR=C—-P=C*(1—-D)=57.6+(1—-0.237) =44.0

Note: Mathematical formula based on the Human Opportunities Index construction of Molinas Vega et al. (2010)

3 See Appendix for user notes.
URL: http://dataviz.worldbank.org/t/ECA/views/tur_finance_equity poverty7/Dshnew?:embed=y&:display_count=no#3
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4. ACCESS TO FINANCE INDICATORS

This section profiles four financial indicators: Bank Account Use, Savings, Debit and Credit Card Use, and
Borrowing. Each section profiles the level of use across demographic characteristics and then discusses the
Equity Adjusted Coverage Rate of each indicator.

i. BANK ACCOUNT UsE

In terms of access to finance, there are four main factors that influence the level of banking in Turkey.
These primary factors that affect the rate of banked adults in Turkey are income, gender, education and age.
Turkey, overall, has a high proportion of formally banked adults, but account penetration varies
significantly across these characteristics.

A considerable portion of the poor lack a safe and secure place to store money because of restrictive bank
fees and fines. Since transaction costs have substantially larger impact on the poor, these expenses may
pressure them to use more channels of informal financing. Informal financing may be more unreliable and
have higher interest rates, which would have negative impact on the poor. Moreover, the poor also face
challenges in providing collateral for loans, which disincentives participation in the formal banking sector.
From the banks’ perspective, low loan to deposit ratios further deteriorate the situation by perpetuating a
cycle of low lending.

The negative effects of the restrictive measures in the Turkish banking sector can be observed in account
usage rates across different income quintiles (Figure 4). Account use in Turkey in 2011 is significantly
higher than rest of the ECA region and slightly higher than the BRICS. However, usage rates are lower than
the level in the developed world. More importantly, the difference in account use between the lowest and
highest income quintiles in Turkey is similar to ECA and BRICS economies, but is considerably larger than
the difference in the developed world. This relatively large difference in comparison to high-income
countries indicates that Turkey has to not only increase the overall scale of account usage, but also aim to
equalize account penetration among different income levels to boost financial inclusion.

Between 2011 and 2014, equality in access to bank accounts between different income groups improved in
Turkey despite the lack of an overall increase in account usage. Bank account usage remained stable over
the 3 year period. On the other hand, BRICS and other developing countries experienced increases in access
to bank accounts. As a result, Turkey’s bank account usage rate was less than the BRICS average in 2014.
Within Turkey, account penetration among individuals in the lowest income quintile increased substantially
from 42 percent to 52 percent. However, account usage in the highest two income quintiles fell
considerably, which neutralized the positive trend from the low income individuals. These two opposite
trends resulted in a more equalized level of bank account ownership in 2014.



Figure 4. Proportion of Adults with an Account at a Formal Financial Institution
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The largest gaps in access to finance are due to differences by gender in Turkey. Females have a 49
percentage point lower proportion of having an account at a formal institution in Turkey (Figure 5). This
disparity is over five times larger than the difference in the BRICS countries. The discrepancy in
comparison with rest of ECA is even more alarming, as males and females use accounts at an almost
identical rate. This difference in account usage in Turkey may be resulting from historical social norms,
low female labor force participation, and a relatively lower female education level in the country.

The disparity between males and females in terms of account usage decreased between 2011 and 2014.
Male use of bank accounts diminished from 82 percent to 69 percent, while female usage increased from
33 to 44 percent. Despite Turkey’s success in expanding access to accounts among women, the gender
discrepancy is still significantly larger when compared with the BRICS, ECA and other developing
countries. Going forward, specifying the policies that resulted in the improved access to banking for females
and ensuring their sustainability can help Turkey in catching up to benchmark country groups.

Figure 5. Account Use in Turkey, by Gender
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The level of education and age groups also affect account use in Turkey. Remarkably, 99 percent of
individuals with tertiary education have an account at a formal financial institution, which exceeds the



developed world’s rate of 94 percent (Figure 6). However, there is large drop off to 58 percent when
individuals with secondary education are considered. This 42 percent fall-off is larger than any other
change in the BRICS, ECA or the developed world. However the account use levels of Turkey for both
individuals with secondary and primary education is still higher than their counterparts in the BRICS
economies and other ECA countries.

Between 2011 and 2014, there is a fall in the account use of individuals with tertiary education in Turkey.
Usage of accounts falls from 99 percent to 87 percent in 2014 amongst individuals with tertiary education.
However, it is important to note that 87% is still a high level of bank usage when compared to the rest of
ECA, in which 80 percent of individuals in the same cohort have an account at a financial institution.

Figure 6. Account use by Education

2011 2014

100% 100%

80% 80%

60% 60%

40% 40%
20% ‘ 20% ‘

0% 0%

Turkey BRIC  Developing High Income Rest of ECA Turkey BRIC Developing High Income Rest of ECA

mPrimary mSecondary = Tertiary

Source: FINDEX 2011 and 2014

Age also plays a role in account use across Turkey. Only 44 percent of 15-24 year olds have an account
compared to 62 percent of 25-64 year olds and 67 percent of individuals over 65 (Figure 7). Interestingly,
in none of the other compared regions do persons over 65 years old have the highest rate of account use
while Turkey seems to have a direct correlation between age and account use.

Changes in account ownership between 2011 and 2014 diverge between different age groups in Turkey.
Individuals over 65 years of age experience an increase while the two younger cohorts have a lower level
of account usage in 2014. When compared to BRICS economies in 2014, younger cohorts use banks at a
lower rate while the elderly are more likely to own accounts in Turkey.

Figure 7. Account use, by Age Groups
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A measure of an Equity Adjusted Coverage Rate (EACR) in bank account usage informs on the coverage
of bank account use with an adjustment on the equity of coverage. Using the FINDEX database, 57.6
percent of individuals (aged 15+) in Turkey had a bank account (coverage rate) in 2011. However, when
adjusted for equity, the EACR rate is 44.0 percent. Ranked against all countries, Turkey ranks in the top
half of countries in terms of bank account use coverage (See Figure 22 for graph of all 145 countries in the
FINDEX database). In 2014, Turkey’s coverage rate decreases slightly but the EACR actually increases to
48.3 because of the falling level of dissimilarity. On the other hand three of the four benchmark countries
experience significance increases in their coverage rates and substantial falls in their dissimilarity scores.
Countries such as Belarus and Brazil are able to make significant advances in three years and move higher
than Turkey in terms of their EACR rates in bank account ownership.

Compared to countries with a similar coverage of bank account usage, Turkey has a higher dissimilarity
index (Figure 8) in 2011. The dissimilarity index can be interpreted as the difference in bank account
coverage rates across groups. For example, if the bank account coverage rate is equal across age, gender,
education, and income groups, then the dissimilarity index would be equal to zero. The dissimilarity index
shows that in 2011, there is a higher level of inequality in economic opportunity in Turkey compared to
benchmark countries in terms of bank account ownership across age, gender, education, and income groups.
Between 2011 and 2014, Turkey is able to make a significant improvement in its dissimilarity index
indicating that the inequality in bank account ownership is decreasing in turkey even if the overall level of
ownership slightly decreases.

Turkey’s dissimilarity in account ownership is driven by gender (Figure 8). A Shapley decomposition
measures which factors contributes to the dissimilarity index in Bank Account ownership. The Shapley
decomposition is calculated for Turkey and countries with similar coverage in Bank Account Ownership.
For example in 2011, the coverage in Turkey is 57.6 and in Brazil it is 55.9. However, the level of
dissimilarity, and what accounts for the dissimilarity is very different between the two countries. Turkey’s
dissimilarity is 8 percentage points higher than Italy at 23.7 which also results in a lower equity adjusted
coverage rate for bank account ownership in Turkey. Moreover, 58.4 percent of dissimilarity is due to
gender in Turkey, compared to only 8.8 percent in Italy. In Italy, the main sources of inequality are age and
income.

Turkey was able to substantially decrease the impact of gender on its dissimilarity of bank account usage.
Contribution of gender on the d-index fell from 58.4 to 39.4 over the three years. The overall decrease in
the level of dissimilarity was mainly driven by this improvement in the gender component as the absolute
contribution of gender on dissimilarity fell from 13.8 in 2011 to 5.7 in 2014. However, Gender continues
to be the largest source of dissimilarity, suggesting that the continuation of this positive trend in gender
equity is crucial in increasing the EACR of Turkey further in terms of bank account ownership.



Figure 8. Bank Account Ownership — Individual Level

Equity Adjust Coverage, (Individual level, FINDEX)
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Using the LITS, which is a household level database, Turkey’s coverage rate of bank account ownership
decreases by over 17 percentage points; and the contribution of gender in the dissimilarity index is greatly
reduced (Figure 9). The reduction in the role of gender can be explained by the low number of households
with female head of household as well as the presence of male household members with bank accounts. In
the Shapley decomposition of the dissimilarity index, it is also important to note that the effect of gender,
at almost 18 percent, is still an important part of dissimilarity at the household level.
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Figure 9. Bank Account Ownership — Household Level
Equity Adjust Coverage, (Household level, LITS)
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Differences in income and level of education are the main sources of dissimilarity in having a bank account.
The importance of education is a potential reason for the drop in coverage at the household level. This drop
could have occurred because households with high levels of income and education have multiple
individuals with bank accounts while households with lower income and education have none. Compared
to benchmark countries, gender and income seem to account for a high level of dissimilarity in Turkey
while the urban and rural populations have more equality in terms of bank account ownership.

An analysis of the individuals that do not own an account shows that not having enough money (50 percent
of respondents) is the main reason for not having an account in Turkey (Figure 10). A lack of trust in
financial institutions, and the high costs associated with banking are the two largest subsequent reasons at
27 percent apiece. This trend is similar to the rest of ECA while in other regions the cost of owning an
account seems to be the distinctive second biggest reason of not having one. One interesting aspect of
survey answers in Turkey is that a significantly lower portion of individuals listed lack of money when
compared to the rest of ECA and the BRICS, and a slightly lower level than even the developed world.
Considering the income levels of these different country groups, individuals in Turkey seem to have a
different perspective regarding the budget necessary to use a bank account which may explain the higher
usage of accounts in the country.
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Figure 10. Reasons for Not having an Account, 2011
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ii. SAVINGS & SAVINGS USING A FINANCIAL INSTITUTION

Turkey is among the countries with the lowest savings rates, both at the individual and the household level
(Figure 30 and Figure 32). In the European region (which is the coverage of the LITS household level
survey), Turkey has the fifth lowest savings rate among 35 countries (10 percent). In the FINDEX database,
Turkey also ranks the fifth lowest in the world among 145 countries, with 9.6 percent of individuals
reporting that they save.

The rate of savings at a financial institution in Turkey is low compared to the rest of the world, including
only developing countries (Figure 11). In 2011, rate of savings using a bank in Turkey’s top quintile is
similar to the rate of the BRICS’ lowest quintile. Turkey’s overall bank savings rate stands at 4 percent
which is less than a fourth of the savings level in the BRICS countries and less than half of other ECA
countries. Considering both the account usage and average income in Turkey is higher than the compared
groups in 2011, Turkish individuals have a significantly lower propensity to save money. Moreover, the
amount of savings differs among income groups in Turkey. Individuals in the highest income quintile are
almost three times more likely to save than the members of the lowest quintile. This disparity among the
bottom and top quintile groups is parallel with varying account usage levels across Turkey.
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Figure 11. Percentage of Population (15+) that has Saved Money in a Financial Institution
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Between 2011 and 2014, Turkey succeeded in increasing its savings rate at financial institutions at a faster
rate than comparator country groups. However, bank use for savings in Turkey, at 9.1 percent, is still lower
than the developing world average of 10.3 percent in 2014. Moreover, decomposing the growth of formal
savings in Turkey points to specific cohorts that drive the heterogeneous increase. The increase in the top
quintile of income earners was higher in comparison to the lower quintiles. Figure 11 displays the increasing
disparity among the income quintiles in Turkey between 2011 and 2014. In addition to the heterogeneity in
terms of earnings, individuals older than 65, and the ones who have higher education were able to expand
their formal savings rates at a higher pace. Therefore, it will be important for Turkey to build on its success
of increasing formal savings by ensuring that this growth is evenly spread across different age, income and
level of education cohorts.

There is high dissimilarity in savings using financial institutions, but not compared to countries with similar
coverage. Compared to all 145 countries in the FINDEX database, the dissimilarity index is high at 33.7
(Figure 30). However, countries with similar coverage also have very high inequity in formal savings, and
many at rates higher than in Turkey. The decomposition of the dissimilarity in 2011 shows that level of
income and gender are the two main reasons of not being able to save at financial institutions in Turkey.
Age stands out as a larger source of dissimilarity among the benchmark countries.

Between 2011 and 2014, Turkey’s coverage rate in formal savings increased from 4.2 percent to 9.2 percent.
However, this increase is not coupled with an improvement in the d-index as Turkey’s dissimilarity rises
slightly during the same period. The Shapley decomposition of the d-index shows that the impact of gender
decreased while the contribution of education increased. However Turkey’s gender portion of dissimilarity
in 2014 was still higher than the benchmark countries with the exception of Algeria. Going forward, making
formal savings more abundant amongst individuals with a lower level of income and education could help
Turkey in lowering the d-index and boost equitable financial inclusion.
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Figure 12. Savings Rate at a Financial Institution
Equity Adjust Coverage, (Individual level, FINDEX)
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The decomposition of differences in the Equity Adjusted Coverage Rate (EACR) between countries
summarizes if differences are driven by composition, equalization, or scale effects (Figure 13). For
example, the EACR in Mali is 2.9 compared to 2.8 in Turkey. The net difference between the EACR values
isonly 0.1, but Figure 13 displays that different three different factors have individually larger impacts that
neutralize each other. The higher EACR in Mali is driven by the scale effect, but diminished by equalization
and composition effects. Savings has a higher coverage overall in Mali, however the equity of coverage
among individuals in Mali contributes to a lower EACR. Compared to Turkey, Argentina has a lower EACR
(2.8 vs 2.0 respectively). This lower EACR is explained by composition and equalization effects. In
Argentina, equity of coverage in formal savings is poorer than in Turkey and the composition of the
individuals have a negative effect on the EACR.
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Figure 13. Decomposing the EACR Differences Across Countries (2011)
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Turkey’s dissimilarity index in savings falls substantially when measuring at the household-level despite a
similar coverage rate. As a result, Turkey has a significantly lower dissimilarity index than the benchmark
countries (Figure 28). Part of this effect can be explained by some homogeneity in households. Even with
this reduction, the composition of the d-index remains fairly stable as age of the household head and income
of the household are the principal sources of dissimilarity. (Figure 29) The decomposition of the difference
in the EACR using the LITS survey shows that households save at a more equitable level in Turkey
compared to the benchmark countries (Figure 13); the equalization effects explains why the EACR is lower
in the comparator countries of Azerbaijan, Bulgaria, Tajikistan, and Moldova.

DEBIT AND CREDIT CARD USE

Debit and credit card usage in Turkey is notably higher than the BRICS economies and the rest of ECA
countries in 2011 (Figure 14). Over 42 percent of the lowest income quintile in Turkey has debit cards
compared to around 13 percent of their counterparts in the BRICS and around 29 percent of other ECA
countries. The difference is even greater in credit card usage. In Turkey, 30 percent of the lowest income
quintile has credit cards. This value is under 10 percent in both the BRICS and rest of ECA. In fact, Turkey’s
overall credit card usage is higher than that of the developed world in 2011. The high level of credit card
utilization may form a financially dangerous situation especially for the poor who are more prone to having
larger debt than their income.

Turkey’s gender discrepancy in debit and credit card ownership is parallel to the use of bank accounts. In
2011, debit and credit card usage rates for males are 81 percent and 64 percent. The same rates are 31 and
26 percent for females, respectively. Between 2011 and 2014, both debit and credit card ownership levels
decrease for males and females. However, the fall is steeper amongst the males than it is for the females
resulting in a reduced gender disparity.
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Figure 14. Debit and Credit card Ownership in Turkey, 2011
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The equity adjusted coverage decomposition of debit card ownership in Turkey produces similar results to
the analysis of bank account usage at the individual level (Figure 15). However, since the coverage rate of
debit card usage in other countries is lower than bank account ownership in general, Turkey’s analogous
values across the two indicators place it on a higher ranking in the country distribution in terms of debit
card usage (Figure 41). Turkey has a higher dissimilarity index for debit card ownership, which is primarily
driven by gender when compared to benchmark countries. The subdivision of the difference in EACR’s
across the benchmark countries indicates that debit cards are used at a higher scale in Turkey while the
composition effect is more positive across the countries with similar coverage rates (Figure 39).

Between 2011 and 2014, debit card ownership at the individual level fell from 56.6 percent to 43.4 percent
in Turkey. On the other hand for three of the four benchmark countries, there were significant increases in
coverage rates. Despite the falling coverage, Turkey’s dissimilarity level fell from 24.3 percent to 21.6
percent over the three years, mainly driven by the improvement in the gender component. However, the
improvement in dissmilarity is not able to neutralize the negative pressure coming from the declining
coverage rate as Turkey’s EACR falls form 42.9 to 33.9 between the two survey periods.
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Figure 15. Debit Card Ownership
Equity Adjust Coverage, (Household-level, LITS)
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The role of gender in having a debit card is reduced substantially at the hosuehold level from 57.4 percent
to 16.8 percent. (Figure 16) The sources of this decline are likely to be parallel to the reduction in the
contribution of gender to the dissimilarity index in the usage of bank accounts. Income and education are
the main sources of dissimilarity as they collectviely account for almost 75 percent of the d-index.
Comapred to benchmark countries, this value is relatively higher as age or the urban/rural divide play a
more important role in countries with similar coverage rates at the household level.
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Figure 16. Shapley Decomposition of Debit Card Dissimilarity Index
(Household level, LITS)
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Turkey’s credit card usage rate places it among a group of high-income benchmark countries both at the
individual and the household levels (Figure 46 and Figure 48). Turkey’s dissimilarity value at the individual
level is higher when compared to countries with similar coverage rates indicating that even though credit
card ownership is well-spread, the inequality level is relatively high across the measured indicators (Figure
17). The effect of gender continues to be the principal component of the d-index at 44.4 percent despite
the relative reduction in comparison to the respective values for debit card and bank account ownership.
The decomposition of the EACR difference shows that the scale in credit card usage of Turkey is
significantly higher than the benchmark countries (Figure 44). However, the equalization effects confirm
the relatively high dissimilarity level in Turkey and suggest that the equity of credit card ownership has
room for improvement.

Parallel to the trend in debit card usage, the coverage of credit card ownership also fell in Turkey between
2011 and 2014, from 45.1 to 32.8 percent. The dissimilarity remains stable at around 26 percent.
Netherlands and Demark experience a similar decline in their coverage and EACR rates which shows that
Turkey is not alone in undergoing a decline in credit card ownership.
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Figure 17. Credit Card Ownership
Equity Adjust Coverage, (Individual level, FINDEX)
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Coverage of credit card ownership in Turkey is considerably higher at the household level than at the
individual level (Figure 17). This difference is noteworthy since a similar change is not observed for the
coverage rate in debit card ownership.

Compared to the benchmark countries, the effect of age on the d-index seems lower across the Turkish
population (Figure 18) in 2011. At the individual level, the primary explanatory variables for dissimilarity
in credit card usage are gender and age. However, at the household level, the dissimilarity in credit card
usage across groups is driven more by the education of the household and its income level.

Between 2011 and 2014, Turkey succeeded in reducing the negative impact of gender disparity in credit
card ownership as the contribution of gender fell form 44.4 percent to 31.7 percent. Age became the largest
contributor to the d-index by 2014 as the percentage of 15-24 year olds that had a credit card fell from 32
to 12 in three years. This was a sharp reduction, however in comparison to benchmark country groups, 12
percent ownership at the youngest measured cohort was a more expected level for Turkey.
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iv.

Figure 18. Shapley Decomposition of the Dissimiliarity in Credit Card use

(Individual level, FINDEX)
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BORROWING

In terms of borrowing, informal sources are more heavily used than formal ones in Turkey (Figure 19).
Less than 5 percent of adults borrow from financial institutions in Turkey which is lower than the formal
borrowing levels at both the BRICS and the rest of ECA. On the other hand, over 40 percent of adults use
store credit and family/friends as an informal borrowing source. These levels indicate that individuals in
Turkey are more than 8 times likely to use store credit than a financial institution whereas no other country
groups uses store credit more than financial institutions as a lending source.* Individuals in Turkey do not
seem to trust formal sources as viable borrowing source.

4 In fact, Turkey has the highest coverage rate in having store credit amongst the surveyed FINDEX countries. See
appendix for further information on the EAC decomposition for borrowing form formal and informal institutions.
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Figure 19. Rate of Borrowing from Formal and Informal Sources (%), 2011
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5. GOING FORWARD

Turkey can use different public and private services to increase overall saving levels and reduce transaction
costs associated with the banking industry. Deposit-collection services can be used to facilitate the savings
process, especially in rural areas where traveling to branches of financial institutions is more burdensome.
Moreover, collection boxes and drop-off sites can also be established to further reduce the transaction costs.

Mel, Mclntosh and Woodruff’s (2013) experiment in Sri Lanka demonstrates how policies to increase
savings can be used most efficiently. In the experiment, workers had methods of direct deposit but could
only withdraw from the closest bank. The results show that by offering deposit-collection services or
collection boxes, banks can form an incentive structure that favors deposits over withdrawals. They find
that the frequency of deposit-collection does not substantially change the overall level of savings even
though it affects the deposit amounts. The usage of collection boxes also does not reduce the amount of
savings, even though it significantly reduces the costs for the service provider. Therefore a community
savings lockbox appears as an effective method that can be employed along with deposit-collection
services.

Summing up, Turkey has been successful in reducing poverty between 2002 and 2011 primarily through
the improvements of its labor market. Overall, individuals in Turkey use bank accounts at a high level but
the usage is significantly lower amongst especially the females and also the lower income groups, the less
educated and the young. The observed trends between 2011 and 2014 indicate that Turkey has been most
successful in addressing disparity issues related to gender. This is highly encouraging since financial
inclusion of females was the most severe shortcoming of Turkey based on the 2011 results. Despite this
improvement, gender disparity continues to be the most significant source of discrepancy in multiple
indicators suggesting that Turkey is only at the beginning of the improvement process in gender equity.
Moreover, a lack of money and trust in financial institutions along with high costs associated with banking
seem to be the common reasons for not holding a formal account. Individuals in Turkey have low savings
levels even though usage of debit and credit cards is significantly higher than the rest of ECA.

Turkish citizens also notably prefer informal lending rather than formal borrowing sources when they are
in need of money. Therefore several challenges must be addressed including: (i) continuing to improve the
access to finance for females and targeting the poor more explicitly for financial inclusion, (ii) increasing
trust in formal financial institutions, (iii) reducing the costs of banking especially in terms of services that
incentivize increased savings such as the use of deposit-collection methods, and (iv) increasing public
awareness of the appropriate and informed use of debit and credit cards.
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7. DATA APPENDIX

The Household Budget Survey (HBS, 2009-2012)

Variables used form HBS:

Access to Banking (Bank_Access): Accessibility of Banking services according to the location of
the dwelling.

Original variable name in dataset: ZOR_BANKA Dummy variable equals 1 if accessibility is rated
“easy” or “very easy”, equals 0 if accessibility is rated “difficult” or “very difficult”

The Survey on Income and Living Conditions (SILC, 2006-2012)

Mortgage and Other Payments (Mortgage): Possession of a mortgage, loan repayment or rent
payment in last 12 months preceding the survey.

Original variable name in dataset: HE010 Dummy variable equals 1 if respondent possesses the
payment, equals O if he/she does not have any such payment.

Arrears on Mortgage and Other Payments (Arrear_Mortgage): Possession of an arrear on a
mortgage, loan repayment or rent payment in last 12 months preceding the survey.

Original variable name in dataset: HE010 Dummy variable equals 1 if respondent has an arrear on
the payment, equals O if he/she does not have any such arrear.

Credit Card and Other Payments (Credit_Card_Payments): Possession of a hire purchase
installment, credit card or other loan payment in last 12 months preceding the survey.

Original variable name in dataset: HEO30 Dummy variable equals 1 if respondent possesses the
payment, equals O if he/she does not have any such payment.

Arrears on Mortgage and other Payments (Arrear_ Credit_Card): Possession of an arrear on a
hire purchase installment, credit card or other loan payment in last 12 months preceding the survey.
Original variable name in dataset: HE030 Dummy variable equals 1 if respondent has an arrear on
the payment, equals O if he/she does not have any such arrear.

The Global Financial Inclusion Database, (FINDEX, 2011, 2014)

Bank Account Ownership (Bank_Account_p): Ownership of an account at a bank or credit union
(or another financial institution, where applicable — for example, cooperatives in Latin America)
Original variable name in dataset: gla Dummy variable equals 1 if respondent has a bank account,
equals 0 if he/she does not own an account.

Savings Rate (Savings_p): Any saved or set aside money in the 12 months preceding the survey
Original variable name in dataset: g11 Dummy variable equals 1 if respondent has saved money,
equals 0 if he/she has not.

Savings in Bank (Savings_Bank): Any saved or set aside money in the 12 months preceding the
survey using an account at a bank, credit union (or another financial institution) or microfinance
institution as supposed to saved money using an informal savings club or a person outside the
family.

Original variable name in dataset: g13a Dummy variable equals 1 if respondent has saved money
using a financial institution, equals O if he/she has not.

Debit Card Ownership (Debit_Card_p): Ownership of a debit card (sometimes called

a bank card, bank book or salary card)

Original variable name in dataset: g3a Dummy variable equals 1 if respondent has a debit card,
equals 0 if he/she does not own a card.
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Credit Card Ownership (Credit_Card_p): Ownership of a credit card
Original variable name in dataset: g3ab Dummy variable equals 1 if respondent has a credit card,
equals 0 if he/she does not own a card.
Money Borrowed from a Financial Institution (Borrow_Bank): Any money borrowed from a
bank, credit union (or another financial institution, where applicable — for example, cooperatives
in Latin America), or microfinance institution
Original variable name in dataset: g14a Dummy variable equals 1 if respondent has borrowed
money from a financial institution, equals 0 if he/she has not.
Money Borrowed from a Store (Borrow_Store): Any money borrowed from a store using
installment credit or buying on credit
Original variable name in dataset: g14b Dummy variable equals 1 if respondent has borrowed
money from a store, equals O if he/she has not.
Money Borrowed from Family or Friends (Borrow_Family): Any money borrowed from family
or friends
Original variable name in dataset: g14c Dummy variable equals 1 if respondent has borrowed
money from family or friends, equals 0 if he/she has not.
Reasons for not having a bank account:

o0 Too Far Away (Too_Far)
Too Expensive (Too_Expensive)
Not Possessing the Necessary Documentation (Lack_Doc)
Not Trusting Financial Institutions (Lack_Trust)
Not having Enough Money to Use the Account (Lack_Money)
Religious Reasons (Religious)

0 Someone Else in Family Has an Account (Family_Has)
Only respondents who do not have a bank account are asked to list their reasons.
Original variable names in dataset: Too_Far (q10a), Too_Expensive (q10b), Lack_Doc (g10c),
Lack_Trust (q10d), Lack_Money (g10e), Religious (q10f), Family_Has (q10g)

O O0OO0OO0Oo

The Life in Transition Survey (LITS, 2010)

Bank Account Ownership (Bank_Account_h): Ownership of a bank account by any household
member

Original variable name in dataset: g225¢c Dummy variable equals 1 if any individual in the
household has a bank account, equals 0 if no one has an account.

Savings Rate (Savings_h): Any left over money to put into savings in the household in a typical
month.

Original variable name in dataset: q223 _t1 Dummy variable equals 1 if household has saved
money, equals O if household has not.

Debit Card Ownership (Debit_Card_h): Ownership of a debit card by any household member
Original variable name in dataset: g225d Dummy variable equals 1 if any individual in the
household has a debit card, equals O if no one has a a card.

Credit Card Ownership (Credit_Card_h): Ownership of a credit card by any household number
Original variable name in dataset: q225e Dummy variable equals 1 if any individual in the
household has a credit card, equals 0 if no one has a card.

Borrowed Money (Borrow): Money borrowed from anyone (e.g. friend, other person or
institution) by any individual in the household.

Original variable name in dataset: g805 Dummy variable equals 1 if any individual in the household
has borrowed money, equals 0 if no one has borrowed
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Borrowed Money from Informal Source (Non_Bank_Borrow): Money borrowed from sources
other than banks.

Original variable names in dataset: g805 and q810_ Dummy variable equals 1 if any individual in
the household who has borrowed money borrowed the money from a source other than a bank
(relative, friend, private money lender, NGO, other), equals 0 if money was borrowed from banks.
Trust in Banks (Trust_Bank): Level of trust in Banks and the financial system.

Original variable name in dataset: q303j Dummy variable equals 1 if there is some or complete
trust in the banking system, equals O if there is some or complete distrust or neither trust or distrust.

The World Bank Development Indicators (WDI, 2014)

“NY.GDP.PCAP.PP.KD” - GDP per capita, PPP (constant 2011 international $)
“NY.GDP.PCAP.PP.KD.ZG” - GDP per capita, PPP annual growth (%)
“NY.GDS.TOTL.ZS” - Gross domestic savings (% of GDP)

“S1.LPOV.25DAY” - Poverty headcount ratio at $2.5 a day (PPP) (% of population)
“S1.LPOV.2DAY” - Poverty headcount ratio at $2 a day (PPP) (% of population)
“S1.LPOV.4DAY” - Poverty headcount ratio at $4 a day (PPP) (% of population)
“S1.LPOV.5DAY” - Poverty headcount ratio at $5 a day (PPP) (% of population)
“S1.LPOV.DDAY” - Poverty headcount ratio at $1.25 a day (PPP) (% of population)
“SI.POV.NAHC” - Poverty headcount ratio at national poverty line (% of population)
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8. FINANCIAL INCLUSION BENCHMARK DASHBOARD —USER NOTES

URL:
http://dataviz.worldbank.org/t/ECA/views/tur_finance_equity_poverty7/Dshnew?:embed=y&:display_count=no#3

Financial Inclusion and Equity Benchmark Dashboard

Access to finance allows for the smoothing of consumption, savings, management of money, and loans for purchases. Therefore it is important as an instrument against poverty and to boost
shared prosperity. This dashboard explores the 2011 and 2014 FINDEX surveys to construct a panel of benchmarks accross countries to help decision makers better understand the specificities
of several Financial Inclusion indicators in the context of Turkey
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as a share of GDP or on the basis of one of the financial inclusion indicators. &

Choice of filter indicator (WDI, FINDEX)
GDP per capita, PPP (constant 2011 international $)
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Source: LiTS; Global FINDEX; HICS; and, SILC. Dashboard produced as part of the background note to the Financial Inclusion Strategy for Turkey and Financial Inclusion Conference held in June 2014. Authors: Jodo Pedro Azevedo , Judy Yang

and Osman Kaan Inan in collaboration with Alper Ahmet Oguz. and llias Sk los. Dashboard for
For selecting country comparators: WDI indicators are averaged between 2008 and 2013 for avilable years. FINDEX indicators for selecting comparators represent values from FINDEX 2011.
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GUIDELINES TO USE DASHBOARD

1. Select the relevant dataset
a. FINDEX

2. Select the indicator that is going to be analyzed
3. Select the controllist number with the relevant combination of control groups
FINDEX:
a. Controllist 31: age, education, gender
b. Controllist 32: age, education, gender, income
4. Select appropriate filter criteria to generate the country distribution
a. Selected World Development Indicators

b. Selected FINDEX variables

5. Adjust the Lower bound and Upper Bound cursors to narrow the values of the filter criterias.

0.0438 Q [) 98.972
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9. METHODOLOGY

The Equity Adjusted Coverage Index (EACR) is a measure of the availability of services, discounted or
“penalized” by how unfairly the services are distributed among the population. The EACR calculations in
this paper generate three indicators:

Coverage: Overall level of availablity/access of the indicator across the pouplation

Dissimilarity (D-index): The difference in access rates for a given service for groups defined by
circumstance compared with the average access rate for the same service for the population as a
whole.

Equity Adjusted Covergae rate (EACR): Average access rate in the population, penalized by the
degree of dissimilarity in coverage across different types of indicators.

The variation between calculated EACR values for different units of observation or changes across time
can be decomposed in to three effects:

Scale: Changes related to the expansion of the overall coverage of a particular good or service
Equalization: Changes on distribution of access

Composition: Changes in the relative importance of different groups in society (i.e. demographic
changes)

The D-index can be decomposed using the Shapley decompositoin which identifies the contribution of each
circumstance to inequality in access to opportunities.

The Shapley decompostion decomposes the main explanatory factors of the dissimilarity

Constructing the Equity Adjusted Coverage Index’:

1.

2.

3.

A separable logistic model is estimated based on whether the individual i has access to a given
indicator (etc, bank account usage, savings). Different specifications were chosen for
circumstances; categorical for age and income and binary for the other indicators. The coefficent
estimations were oibtained as a result of the logistic regression.

With the coefficent estimates, the probablity of access to the finanical service was precited for each
individual in the sample. Probability (p;) is based on the predicted relationship of B, and a vector
of the circumstances x;; .

5 Exp(Bo + Y1 Xxi Br)
1+ Exp(By + X7y xki Br)

The coverage rates, C, were computed

n
Cszif)i
1

5 The mathematical framework of the Equity Adjusted Coverage Index is based on “Do Our Children Have A
Chance?Index”, Molinas Vega et al. (2010) pg 49
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where w; = % or other sampling weights.

4. The Dissimilarity index D was computed
S IR
D =52 wilp,~C|
i=1
5. The penalty was computed, P = C * D

6. The EACR was computed EACR = C — P for each financial service
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10. TABLES

i. BANK ACCOUNTS

Figure 20. EACR Decomposition of Individual Bank Account Ownership

FINDEX 2011 FINDEX 2014
35 35
30 30
25 25 -
20 20 .
15 15 +—
10 10 +— .
; m o 1 il
o B , 01— , ,
-5 — -5
-10 -10
Brazil Bosniaand  Belarus  United Arab Brazil  Bosniaand Belarus United Arab
Herzegovina Emirates Herzegovina Emirates
) = Composition m Equalization Scale

Notes:. FINDEX is an individual level data base. In FINDEX, 141 countries are sorted on Coverage in 2011 and 143 countries are sorted in
2014, and only nearest neighbors in coverage rates are shown.
Sources: FINDEX

Figure 21. EACR Decomposition of Household Bank Account Ownership
Household (LITS)

15
10 ——
= _B
o B
-5
-10
-15
-20
-25
-30
Russian Bulgaria Albania Montenegro
Federation
= Composition m Equalization Scale

Notes:. LITS is household level dataset. In LITS, 35 countries are sorted on Coverage, and only nearest neighbors in coverage rates are shown.
See Appendix for all countries.
Sources: LITS
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Figure 22. Individual (Bank_Account, FINDEX 2011)
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Notes: 141 countries sorted by coverage rates. Coverage rates are labeled. See dashboard for full visualization of all countries.

Sources: FINDEX
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Figure 23. Individual (Bank_Account, FINDEX 2014)
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Notes: 143 countries sorted by coverage rates. Coverage rates are labeled. See dashboard for full visualization of all countries.
Sources: FINDEX
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Figure 24. Household (Bank_Account, LITS)
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ii. SAVINGS

Figure 25. Savings at a Financial Institution across Gender

2011 | 2014
50% 50%
45% 45%
40% 40%
35% 35%
30% 30%
25% 25%
20% 20%
15% 15%
10% 10%
= E R B B
0% 0%
Turkey BRIC Restof  High Income Rest of ECA Turkey BRIC Rest of  High Income Rest of ECA
Developing Developing
World World

mmale mfemale

Source: FINDEX 2011 and 2014

Figure 26. Savings at a Financial Institution across Education Levels

2011 | 2014
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Source: FINDEX 2011 and 2014
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Figure 27. Savings at a Financial Institution across Age Groups

2011 | 2014
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Figure 28. Savings EACR (household level, LITS)
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Notes:. LITS is household level. In LITS, 35 countries are sorted on Coverage, and only nearest neighbors in coverage rates
are shown. See Appendix for all countries.
Sources: LITS
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Figure 29. Shapley Decomposition of the Dissimilarity in Savings (household level, LITS)
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Notes:. LITS is household level. In LITS, 35 countries are sorted on Coverage, and only nearest neighbors in coverage rates
are shown. See Appendix for all countries.
Sources: LITS
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Figure 30. Savings at a Financial Institution EACR (Individual level, FINDEX 2011)
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Notes: 141 countries sorted by coverage rates. Coverage rates are labeled. See dashboard for full visualization of all countries.
Sources: FINDEX
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Figure 31. Savings at a Financial Institution EACR (Individual level, FINDEX 2014)
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Notes: 143 countries sorted by coverage rates. Coverage rates are labeled. See dashboard for full visualization of all countries.
Sources: FINDEX
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Figure 32. Savings EACR (household level, LITS)
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DEeBIT AND CREDIT CARDS

Figure 33. Debit Card Ownership across Gender
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Source: FINDEX 2011 and 2014

Figure 34. Credit Card Ownership across Gender
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Figure 35. Debit Card Ownership across Education Levels
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Figure 36. Debit Card Ownership across Education Levels
2011 2014
100% 100%

80% 80%

60% 60%

40% 40%

20% 20% J ‘

0% XA = = » 0 3
Turkey BRIC Restof  High Income Rest of ECA Turkey BRIC Restof  High Income Rest of ECA
Developing Developing
World World
mPrimary ®Secondary = Tertiary

Source: FINDEX 2011 and 2014

41



Figure 37. Debit Card Ownership across Age Groups

2011 2014

100% 100%
80% 80%
60% 60%
40% 40%

- ' ‘ - ‘
0% 0%

Turkey BRIC Rest of High  Rest of ECA Turkey BRIC Restof  High Income Rest of ECA
Developing  Income Developing
World World

W 15-24 m25-64 m65+

Figure 38. Credit Card Ownership across Age Groups
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Figure 39. EACR Decomposition of Debit Card Ownership between countries
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Notes:. FINDEX is an individual level data base. In FINDEX, 141 countries are sorted on Coverage in 2011 and 143 countries are sorted in
2014, and only nearest neighbors in coverage rates are shown.
Sources: FINDEX

Figure 40. EACR Decomposition of Debit Card Ownership between countries
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Notes:. LITS is a household level data set. In LITS, 35 countries are sorted on Coverage, and only nearest neighbors in coverage rates are
shown. See Appendix for all countries.
Sources: LITS
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Figure 41. Debit Card EACR (individual level, FINDEX 2011)
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Notes: 141 countries sorted by coverage rates. Coverage rates are labeled. See dashboard for full visualization of all countries.
Sources: FINDEX
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Figure 42. Debit Card EACR (Individual level, FINDEX 2014)
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Notes: 143 countries sorted by coverage rates. Coverage rates are labeled. See dashboard for full visualization of all countries.
Sources: FINDEX
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Figure 43. Debit Card EACR (household level, LITS)
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Figure 44. EACR Decomposition of Credit Card Ownership between countries
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Notes:. FINDEX is an individual level data base. In FINDEX, 141 countries are sorted on Coverage in 2011 and 143 countries are sorted in
2014, and only nearest neighbors in coverage rates are shown.
Sources: FINDEX

Figure 45. EACR Decomposition of Credit Card Ownership between countries
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See Appendix for all countries.
Sources: LITS
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Figure 46. Credit Card EACR (individual level, FINDEX 2011)
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Sources: FINDEX
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Figure 47. Credit Card EACR (Individual level, FINDEX 2014)
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Notes: 143 countries sorted by coverage rates. Coverage rates are labeled. See dashboard for full visualization of all countries.
Sources: FINDEX
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Figure 48. Credit Card EACR (household level, LITS)
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